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KEY ECONOMIC INDICATORS -- HUNGARY 


Percentage Change Compared to Previous Year 




















ltem 1975 1976 1977 1978 
Industrial Output +4.7 +41 +6.8 +5.2 
Agricultural Output +2.1 -3.0 +10.0 +2.6 
Real Per Capita Income +4. 1 +0.8 +45 +2.9 
Official Consumer Price Index +3.8 +5.0 +3.9 +4.6 
Change Change 
Item 1976 1977 76-77 1978 77-78 
Net National Income 438 475 +8. 4% 12 +3.9% 
(Current prices; billion Fts) 
Socialist Sector Investments 150 182 +21.3% 197 +h 6% 
(Current prices; billion Fts) 
Average Industrial Monthly Wages 2999 3251 +7.8% 3526 +8 .4% 
(Fts) 
1976 1977 1978 
Coal Production (mill. tons) 25.3 25.5 ee | 
Crude Oi] Production (mill. tons) 2.2 2.2 
Crude 0i1 Imports (mill. tons) 8.8 8.5 10.0 
Natural Gas Production (mill. cu.m.) 6.1 6.2 733 
Natural Gas Imports (mill. cu.m.) 2 1.2 ié 
Bauxite Exports (thous. tons) 633 584 601 
Wheat Exports (thous. tons) 707 790 560 
Corn Exports (thous. tons) 966 216 298 
Iron Ore Imports (mill. tons) 4.2 4.3 4.2 
Stock of Automobiles (thousands) 655 738 834 
Population (millions) 10.62 10.67 10.70 
Tourists Visiting Hungary (mill.)+ 5.6 a2 10.0 
Ruble Exports (mill. rubles FOB)** 2,897 3,439 3,646 
Ruble Imports (mill. rubles FOB) ** 3,087 3,500 4,063 
Ruble Trade Balance (mill. rubles FOB)** -190 -61 -417 
Convertible Currency Exports (mill. $ FOB)** 2,588 3,034 3,341 
Convertible Currency Imports (mill. $ FOB)** 2,818 3,452 4,267 
Convertible Currency Trade Balance** -230 -418 -926 
(mill. $ FOB) 
Current Account Balance (mill. $)** ~239 -564 -1,186 
*U.S. Exports to Hungary (mill. $) 63 80 98 
*U.S. Imports from Hungary (mill. $) 49 47 68 
U.S. Trade Balance with Hungary (mill. $) +14 +33 +30 


SOURCES: Hungarian Statistical Office; *U.S. Department of Commerce; 
**National Bank of Hungary 
Fts = Forints; + 24 hours or more 





SUMMARY 


The Hungarian economy turned in a mixed performance in 1978. Overall 
growth of national income was four percent, one percentage point below 
plan. Industrial output and construction led the economy, expanding 

by almost five percent, while agricultural production was only slightly 
over the strong 1977 results. Internal economic imbalances showed up 

as investment spending and inventory accumulation both grew faster than 
planned. High internal demand, in turn, contributed to a disappointing 
trade performance. Imports increased by almost 13 percent, while exports 
grew only one percent, creating record trade deficits in both hard cur- 
rency and intra-CEMA trade. 


Seriously concerned by the deteriorating trade balance, central autho- 
rities at the beginning of 1979 implemented a number of macro-economic 
measures designed to slow growth and restore equilibrium. Higher taxes 
on enterprise profits, tighter credit guidelines, and reduction of state 
subsidies are intended to reduce investment resources and force enter- 
prises to pay more attention to efficiency and profitability in current 
production, while stricter guidelines for wage increases will restrain 
domestic consumption. With these measures to contain internal demand, 
it is expected that imports will show little or no growth in 1979, while 
export development is receiving increased emphasis. The trade balance 
has in fact shown a pronounced improvement in the first few months of 


1979. 


Although overall Hungarian imports will grow slowly in 1979, and probably 
for 1-2 years beyond, Hungary still offers interesting prospects for 
American traders. With the conclusion in 1978 of the U.S.-Hungarian 
Trade Agreement, including mutual extension of Most Favored Nation tariff 
treatment, the competitiveness of American products has sharply improved. 
Hungarian firms, with official encouragement, are much more receptive 

to American business proposals. With patience and careful development, 
American firms can find interesting trade possibilities with Hungary. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Overview 


Among the Eastern European socialist states, Hungary ranks statistically 
behind the German Democratic Republic and Czechoslovakia in per capita 
income. Under economic reform measures introduced officially in 1968, 
however, enterprise initiative and flexibility are encouraged and the 
quality of life and relative availability of consumer goods have improved 
greatly. Internal inefficiencies endemic to centrally-planned economies 
persist, but the Hungarian government has announced its intention to 
inaugurate price reforms and other measures in 1979 and 1980 to build 
upon and improve the positive features of the 1968 reforms. 
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Although Hungary has a poor raw materials base, the leadership has 
recognized the country's historical strength as an agricultural supplier 
and has provided capital and encouragement to develop this sector. 
Hungary has a chronic labor shortage, so that economic progress must 
come almost entirely from increased labor productivity. In the recent 
past Western economic uncertainties and deteriorating terms of trade 
with both the West and the Soviet Union (principal supplier of most 

raw materials) have caused serious difficulties. 


Agriculture 


Agriculture is a traditionally strong sector of the Hungarian economy, 
contributing some sixteen percent to national income and more than 
twenty percent to exports. Overall production in 1978 increased two 
percent over the good 1977 results. Grain production grew nine percent 
to a total of 13.3 million tons, including 5.7 million tons of wheat and 
6.7 million tons of corn. Vegetable, fruit, and grape production de- 
creased slightly. 


The stock of cattle, pigs, and sheep all showed small increases, and 
slaughter animal production increased some 4 percent. Egg and milk 
production increased 5-6 percent. 


Total agricultural production is planned to grow by 2-3 percent in 1979, 
with the sharpest increases in fruits and vegetables. Meat and grain 
production was planned to increase more slowly. Early reports indicate 
that production of some crops -- wheat in particular -- may be disappoint- 
ing due to poor weather conditions in early 1979. Development of food 
processing and higher value export crops remain high priority areas. 







Industry and Construction 









Overall industrial production increased 5.2 percent in 1978, slightly 
less than the planned 5.5-6 percent. Growth was held back by the food 
products industry, whose slow growth reflected the modest increase of 
agricultural output; excluding food industry, industrial growth was 
6.2 percent. Leading growth sectors were chemicals (10.7 percent 
increase), and the machine industry (6.4 percent). Metallurgy and 
mining and light industry output grew slowly (2-3 percent). 









Hungarian Government assessment of the 1978 economic results was very 
critical of the continuing slow pace of efforts to improve the quality 

and selection of goods produced, as well as slow development of produc- 
tivity and industrial organization. Industries identified for rapid 
development in the current Five-Year Plan include aluminium, machine 
tools, food processing equipment, pharmaceuticals, buses and vehicle 
parts. The government has also allocated increased investment funds 

to develop Hungary's modest oil and natural gas resources and to re- 

verse the earlier decline in coal production in order to moderate the 
increasing burden of energy imports. Investment spending in 1978 amounted 
to 197 billion forints, considerably over the planned level; high invest- 
ment spending and high rates of inventory accumulation contributed to an 
undesirably high level of internal demand. 
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The number of workers employed in industry declined marginally in 1978, 
reflecting continued slow growth of the total labor force and faster 
growth of labor employed in the services sector. Nominal wages increased 
by 8 percent and consumer prices by 4.6 percent, both slightly over the 
planned rate; the official increase in per capita real income was the 
planned 3 percent. 


The 1979 Plan calls for growth of national income of only 3-4 percent 

and growth of real per capita income of no more than 2 percent; emphasis 

in the 1979 Plan is on tighter financial controls and faster adjustment 

of the economy to meet efficiency and competitivity goals. The economic 
leadership has recognized that the economy has not adequately adjusted to 
changed world price relations and economic requirements stemming from the 
1973 increases in energy and raw material prices. In addition to short- 
term measures to restrain macro-economic demand (see Summary), the 
Government will take steps to restructure the price system, and simplify the 
tax system in order to encourage more rational economic decision-making. 
There are also plans to strengthen labor incentives and increase discipline 
in the second half of 1979 and early 1980. 


Foreign Trade and Tourism 


Trade results in 1978 were disappointing for Hungary: overall imports 

grew 13 percent while exports grew only one percent, resulting in sharply 
increased trade deficits both with Hungary's fellow CEMA-member states and 
with the West. Trade with CEMA grew more slowly than trade with the rest 
of the world, and the share of CEMA in Hungary's total trade continued its 
slow decline, to just over fifty percent. Exports to socialist countries 
remained essentially unchanged in 1978, while imports grew ten percent. 
The deficit in Hungary's ruble-denominated trade (including freight and 
insurance) grew to 507 million rubles. Non-socialist imports grew 15 
percent, while exports grew only four percent. As a result, the convertible 
currency trade deficit grew to $1.1 billion. 


Declining terms of trade, particularly due to imported oil and raw materials, 
have played a major role in Hungary's unfavorable trade situation. Hungarian 
economists estimate that Hungary has suffered a twenty percent terms of trade 
deterioration in its hard currency trade since 1972, and a fifteen percent 
deterioration in ruble trade. The deterioration in convertible currency 
trade occured almost entirely in 1973-75, while the ruble deterioration has 
been continuous, as world prices have been reflected in CEMA prices only with 
a lag due to the CEMA pricing system. The Hungarian leadership recognizes 
that Hungary has maintained internal prices which fail to reflect the in- 
creases in energy and raw material prices, and in 1979 is emphasizing price 
adjustments and other measures designed to speed internal: economic restruc- 
turing. Slow economic growth and tighter controls on new investments are 
expected to hold down import demand. These policies seem to be having an 
effect, as overall imports increased only 2 percent in the first half of 1979 
(compared to the first half of 1978) and exports have increased 15 percent. 
The prospect is for much improved, but still sizable deficits in 1979 and a 
continuation of slow-growth policies at least through 1980. 
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The most important development in U.S.-Hungarian trade was the signing 
in 1978 of a bilateral trade agreement extending Most Favored Nation 
tariff treatment. The Trade Agreement became effective in July, too 
late to significantly effect trade in 1978, but bilateral trade stil] 
increased significantly from $126 million in 1977 to $166 million in 
1978. U.S. exports of $98 million included soybean products ($32 
million), corn ($12 million), tractor and agricultural machinery parts 
($11 million) and superphosphate fertilizers ($6 million). Hungarian 
exports to the U.S. were dominated by canned ham and bacon ($26 million 
of a total $47 million), but also included household light bulbs, phar- 
maceuticals, cement, tractor parts, and a variety of other products. 

It is anticipated that bilateral trade in manufactured goods should 
increase significantly as a result of the Trade Agreement and MFN 
tariff status. 


Total numbers of tourists (anyone staying in the country over 24 hours 
is classified as a tourist) reached 10 million in 1978, and 1.2 million 
of these came from Western countries, both figures representing good 
increases over 1977. Net hard currency earnings from tourism declined, 
however, from $40 million to $36 million, due to increasing payments to 
Hungarians travelling abroad. Visa requirements for Austrian citizens 
were abolished January 1, 1979; this, together with eased currency 
regulations in 1978 should lead to a continuing growth of tourism; one 
luxury-class hotel was opened in early 1979 and work has begun on four 


additional hotels after long negotiations. Long-term prospects for 
growth of tourism are good. 


IMPLICATIONS FOR THE UNITED STATES 


The short-term business outlook in Hungary is mixed. Although 1979 and 
1980 will be years of slow import growth, the competitiveness of 
American goods has been much improved by the United States-Hungarian 
Trade Agreement and American firms should be able to increase their 
share of the Hungarian market. This is also an important time for 
American firms to establish contacts and position themselves for re- 
newed import growth which will come with the beginning of the new Five 
Year Plan in 1981. The Hungarian Government remains committed to an 
ambitious long-term program of economic modernization and to a continued 
development of commercial ties with all nations regardless of political 
system. The Hungarian Government is encouraging efforts to expand ties 
beyond traditional market partners. 


While the size of the 1978 trade deficit is disappointing, the Hungarian 
Government is committed to difficult and meaningful steps to improve 
Hungary's long-term trade competitiveness. Hungary maintains an excellent 
reputation in Western financial markets and has been able to borrow 
necessary funds abroad, including a pioneering $400 million syndicated 
loan tied to the United States prime rate in May, 1979. 





The signing of the U.S.-Hungarian Trade Agreement has opened new 
opportunities for bilateral trade. Hungarian firms, with the en- 
couragement of the Hungarian Government, are taking advantage of 

the new Most Favored Nation tariff status by increasing participation 
in trade fairs and other promotional activities in the United States, 
while American products -- capital goods in particular -- are now much 
more competitive in Hungary. Bilateral trade should increase signi- 
Ficantly as the effects of the Trade Agreement become effective. 


In 1979 agricultural and high-technology items will continue to 

account for the bulk of U.S. exports to Hungary. Relative to previous 
years, the percentage of machinery items in total.U.S. exports should 
increase. Items with good sales potential include machinery for the 
production of telecommunications equipment, integrated circuit production 
technology, computers, selected agricultural equipment, food processing 
equipment, pesticides, herbicides, precision equipment for the applica- 
tion of agricultural chemicals, pharmaceuticals, petrochemicals pro- 
duction technology, and pollution control equipment. Significant bi- 
lateral trade in items such as computers or integrated circuit techno- 
logy, is often affected by export control restrictions. U.S. manu- 
facturers of this equipment should consult with the U.S. Department of 
Commerce for information on export licensing requirements. Hungary 
welcomes proposals for cooperation arrangements with Western firms 
manufacturing the above equipment. 


Doing Business in Hungary 


New-to-market firms should bring patience and expect delays in having 
their products and companies accepted. In general, as with most business- 
men, Hungarians prefer to deal with familiar firms and faces. U.S. 
companies should be prepared to explore new ways of doing business beyond 
traditional buying and selling, barter, and single-shot commission work. 
As defined by Hungarians, cooperation includes (but is not limited to): 
long-term contracts for commission work; joint manufacture of parts or 
products; joint sales in third markets; joint research and development; 
and the provision by one partner of machinery, technology and know-how, 
in return for production and raw material inputs. The one essential 
element is collaboration for a long period of time, in which both parties 
undertake obligations. 


Hungary recently modified its joint venture law to permit majority 
ownership by the foreign partner in the servicing and financial fields 
and to allow joint venture companies to actually enter into production 
in Hungary. While at the present time there are only a handful of 
joint ventures, it is evident that this form of business is welcomed by 
Hungarian authorities if it meets. a particular need. 





There have been several signs that Hungary is interested in increasing 
its economic and commercial cooperation with the West in general and 

the United States in particular. Among these are the payment by Hungary 
in late 1976 of all debt arrearages due to the U.S. Government (thus 
removing the Johnson Act restrictions against Hungarian borrowing in 
American capital markets), modification of the joint venture law, a 

new decree concerning bank representative offices, and a systematic 
marketing drive by Hungarian commercial authorities in various cities 
throughout the U.S. 


The names and addresses of appropriate Hungarian agencies dealing in 
foreign trade are readily available in the U.S. Department of Commerce, 
any of its field offices, or the U.S. Embassy in Budapest, and American 
businessmen are urged to contact any of the above to explore in detail 
doing business in Hungary. 


% U. S. GOVERNMENT PRINTING OFFICE: 1979—311-056/183 








